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KEY ECONOMIC INDICATORS 


In millions of U.S. dollars. unless noted 


1986 


Domestic Economy 
Population (millions) 8. 


‘ 8.2 
Population growth (%) ; 3.0 a. 
GDP in current dollars 1/ 9,200 9,600 
Per capita GDP, current 

dollars 1,100 1,180 
GDP in local currency 

(1958 Quetzales) 2,926 2,986 
Consumer Price Index % change 

(December to December % 

change) : 25.6 te; 


Product and Employment 
Labor force (1,000s) 2,700 
Unemployment (average % for 
year) ; i 14. 
Industrial production 

(% change) d ; + 
Fiscal deficit as % of GDP ~ 


3: 
a. 


Balance of Payments 
Exports (F.0.B.) 987 


Imports (C.I.F.) 

Trade Balance - 67 

Current-account balance - 104 
Foreign debt 2° 

Debt service 

Debt service ratio as % 

of exports 

Net foreign exchange reserves 

Average exchange rate for 

year (X U.S. $1.00) 


.S.-Guatemalan Trade 
.S. exports to Guatemala 
.S. imports from Guatemala 
.S. bilateral aid 
Economic 
Military 


embassy estimate. 
Includes Government and Bank of Guatemala debt. 


Sources: Bank of Guatemala Reports and Embassy estimates. 





SUMMARY 


Guatemala is the largest Central American country in terms of GDP 
($9 billion) and population (8.4 million); it ranks third in area, 
somewhat smaller than Honduras and Nicaragua. The Guatemalan 
economy is based primarily on agriculture, which accounts for 26 
percent of GDP, employs 60 percent of the labor force, and accounts 
for two-thirds of exports. The principal exports are coffee, 
cotton, sugar, cardamom, bananas, pharmaceuticals, and a small 
amount of petroleum. Manufacturing accounts for 16 percent of GDP 
and centers on food processing and the production of beverages, 
tobacco, textiles, and leather goods. Most nonagricultural exports 
of Guatemala are traded with other Central American countries. 


Prior to the 1980's, Guatemala enjoyed decades of steady economic 
growth. This era came to an abrupt end in 1980-81 due toa 
combination of factors including the worldwide economic recession, 
and regional and internal political problems that effectively 
impeded both private and public sector investment in the economy. 


The economy continues to be depressed, but growth of about 2 percent 
is expected in 1987, the best performance of the economy since 

1981. The government implemented important economic policy reforms 
in 1986 and 1987. These reforms resulted in a decline in the 
stimulation of non traditional exports. However, the critical 
factor in reversing Guatemala's economic slide will be a positive 
response of the private sector through increased investment and 
production. 


The private sector dominates the economy. Government revenues are 
only about 10 percent of GDP, and the public sector owns only a 
small share of the factors of production. Although Guatemala 
continues to have severe economic problems, there are several 
favorable factors that could lead to a strong economic recovery. 
The long-term debt burden is not heavy in comparison with many other 
countries of Latin America, although service of foreign debt will 
continue to be a problem for Guatemala during the 1980's. There is 
substantial potential for growth in agriculture and light industry 
to produce products for export to the United States and other 
markets. Preliminary indications in 1987 are that private 
investment has increased, the moribund construction industry is 
reviving, and the tourist industry, stifled by security problems a 
few years ago, has rebounded sharply. 
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The United States is Guatemala's largest trading partner supplying 
43 percent of Guatemalan imports and taking 45 percent of Guatemalan 
exports in 1986. Foodstuffs, agricultural chemicals, and 
manufactured goods are the chief U.S. exports. Guatemala welcomes 
foreign investors and good opportunities exit. Although Guatemala 
has not yet become a major beneficiary of trade opportunities under 
the Caribbean Basin Initiative, the country should be competitive 
with other countries of the region in agriculture and 
labor-intensive industries. 


CURRENT ECONOMIC SITUATION AND TRENDS 


On January 14, 1986, an elected civilian government was inaugurated 
in Guatemala ending 15 years of government dominated by the 
military. The new government inherited an economy that had been in 
a recession for 5 years and with few positive trends that could 
point to an amelioration of poor economic conditions. Previous 
governments had been unable to implement economic policies to 
overcome problems such as an overvalued currency, a complex currency 
exchange rate system, rising inflation, declining investment, and 
balance-of-payments and fiscal deficits. 


The new government moved quickly in 1986 to adopt economic reform 
measures to place the country on a more sound and rational financial 
footing. These included: (1) a simplified exchange rate system 
based on market values of the national currency, (2) an export tax 
as a temporary revenue measure, (3) a removal of many price 
controls, and (4) monetary policies to combat inflation and 
encourage savings. The government also created a joint 
private-public sector council on exports (CONAPEX) to promote 
improvements in the complex bureaucratic system required to export. 
In 1987, the government plans to amplify its economic policy 
measures to include the establishment of a single exchange rate for 
all transactions and may propose new fiscal measures to increase 
government revenues and rate hikes for public utilities to eliminate 
subsidies for these services. However, the public sector's fiscal 
deficit may increase in 1987, as revenue increases have not kept 
pace with planned expenditures. A low international price for 
coffee will also limit the growth in exports and hinder the 
government's ability to repay foreign debt. Increased U.S. economic 
assistance is important in helping alleviate balance-of-payments 
problems and supporting the economic policy reforms the government 
has identified as objectives. 


In sum, although Guatemala's economic recovery will be neither swift 
nor certain, there is cautious optimism that the economic and 
financial situation has now been stabilized as a prelude to renewed 
economic progress. 





PRODUCTION AND OUTPUT 


Guatemala's GDP in 1986, showed little or no growth in real terms 
over 1985. An economic growth rate of zero in the real output of 
the economy in 1986 followed drops in GDP in 1982 and 1983, modest 
growth in 1984, and a decline in GDP in 1985. Guatemala's economy 
is now about 6 percent smaller than it was in 1980, and the decline 
in per capita income--over 20 percent--has been serious, 
particularly in urban areas. 


Agriculture accounts for 26 percent of GDP and growth of production 
in 1986 was zero. Manufacturing contributes 16 percent of GDP and 
the value of manufacturing output increased 0.5 percent in 1986. 
About one-half of manufacturing is foodstuffs and 20 percent is 
textiles. Construction contributes only about 2 percent of GDP and 
the construction industry declined by more than one-half between 
1982 and 1986. However, in 1987, the construction industry appears 
to be recuperating. Petroleum production and mining account for 
less than 1 percent of GDP, but exports of petroleum increased in 
1986 by 225 percent. Electric power is abundant in Guatemala since 
the start-up of the 300-megawatt Chixoy hydroelectric plant in early 
1986. However, the cost of constructing Chixoy left the 
government-owned electrical utility with a heavy debt burden and a 
need to increase electricity rates to cover costs. However, 
possible maintenance or repairs of Chixoy could, cause problems in 
meeting demand for power. 


In the words of Guatemala's leaders, 1986 was a year of "reordering" 
the economy; 1987 begins the process of encouraging the 
revitalization of the economy. Although a steep drop in 
international coffee prices in late 1986 and an increase in the 
price of imported petroleum dampened enthusiasm, official estimates 
are that economic growth in 1987 will be 2 percent in real terms. 
This estimate appears realistic. The government estimates that in 
1987, investment in new industry in Guatemala totals $90 million and 
most businesses and industries in Guatemala predict that 1987 will 
be a fair-to-good year. Although 2 percent growth rate for GDP is a 
modest figure, the achievement of that rate of growth would be the 
best year for the Guatemalan economy since 1981. 


The key to economic growth in Guatemala is private sector 
investment. Low and declining investment by the private sector has 
been a characteristic of Guatemala's economy in the 1980's. Gross 
domestic investment in 1981 vas 17 percent of GDP, but in 1986 it 
was only 10-11 percent of GDP. In 1987, modest increases in both 
public and private sector investment are expected. Central 
government expenditures amount to only about 10 percent of GDP in 
Guatemala. 
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The relatively small size of the government and its limited role in 
the economy make the private sector the critical factor in economic 
recovery. 


INFLATION, EMPLOYMENT, AND WAGES 


Inflation in Guatemala has traditionally been moderate, and only in 
1985 did serious inflationary pressures appear. Inflation in 1985 
was almost 32 percent, and during the first half of 1986, it 
accelerated to about 40 percent on an annual basis. However, in 
July and August 1986, the inflation rate dropped suddeniy to a much 
more manageable rate. Inflation in 1987 is expected to be about 10 
percent. The inflation in 1985 and part of 1986 was primarily due 
to the depreciation of the national currency, the Quetzal (Q), and 
to rapid growth in money supply. The government's economic programs 
to combat inflation included measures to reduce the growth in money 
supply and to place limits on credit expansion. The stabilization 
of the exchange rates in mid-1986 helped stem inflationary pressures. 


The Guatemalan labor force is estimated at about 2.7 million, 
growing at an annual rate of about 3 percent. Unemployment 
statistics are questionable, but official estimates showed a growth 
in unemployment from 8 percent in 1981 to 13 percent in 1985. The 
combined total of unemployment and underemployment was estimated at 
about 45 percent in 1985 and 1986. However, the most recent 
government estimates of unemployment plus underemployment place the 
total about 26 percent. Minimum wages are set on a scale from Q3.2 
(about $1.20) for agricultural workers, ranging upward to Q5 to Q6 
($1.85 to $2.20) per day for workers in industry and commerce. 

There have been no revisions in the minimum wage schedules since 
1980. Consequently, most workers in the modern sectors of the 
economy earn more than the minimum. However, there is little 
enforcement of minimum wage laws, and, particularly in rural areas, 
supply and demand probably determine wages paid more than government 
regulations. Although reliable information on wage trends is not 
available, there has been a deterioration in purchasing power since 
1981. More recently, however, surveys indicate that wages have kept 
pace with inflation. The government granted public sector workers a 
Q50 wage increase to be phased in during 1987. However, the 
government declined--despite a brief strike by many public sector 
employees in 1987--to approve additional wage increases. Labor 
unions are relatively weak in Guatemala and only a small percentage 
of workers are organized in unions. However, the activities of 
several labor federations have increased in 1986 and 1987, and a few 
new unions have been recognized by the government. 


EXCHANGE RATES 


After almost 60 years of parity with the U.S. dollar, the national 
currency, the Quetzal, was effectively devalued in November 1984. 
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The previous government implemented a complex, multi-tiered exchange 
rate that discouraged exports, encouraged imports, and introduced 
Currency speculation as an added complication to business life in 
Guatemala. In the free market, the exchange rate reached Q4.00 to 
$1.00 in October 1985. 


A major objective of the new government has been to simplify the 
multiple exchange rate system and to move toward unification of the 
exchange rate into a single market related rate. At present, the 
three-tiered exchange rate includes the following: (1) An 
“official” exchange rate of Q1.00 to $1.00 is used only for 
repayment of foreign debt contracted prior to June 1986; (2) a 
"regulated" market rate currently set at Q2.50 to $1.00 is utilized 
for all exports and imports; and (3) a “banking” rate, which 
fluctuated between Q2.50 to Q3.00 to $1.00 in 1986 and 1987, is 
utilitized for miscellaneous transactions including repatriation of 
profits, tourism, and invisibles. A small currency black market 
offers foreign exchange at rates near the banking rate of exchange. 


The government's stated intention is to unify the three exchange 
rates into a single rate that will be "fix but flexible" and closely 
related to market forces. Unification of the exchange rate is 
anticipated to occur prior to the end of 1987. 


INTERNATIONAL TRADE, BALANCE OF PAYMENTS, AND DEBT 


Guatemala had a trade surplus in 1986 with imports totaling $959.5 
million (c.i.f.) and exports $1,061.6 million (f.0.b.). Exports 
grew by 4 percent over 1985 due primarily to favorable international 
coffee prices during most of the year. Imports declined by 18.3 
percent. This sharp decline resulted from three factors: the 
continued regionwide recession and long-term decline in trade with 
the other countries of the region; a change in the exchange rate 
system in mid-1986, eliminating an exchange rate subsidy for 
imports; and a significant drop in world petroleum prices 
accompanied by a decrease in demand for imported oi! in Guatemala. 


The United States is, by far, Guatemala's largest trading partner, 
supplying about 43 percent of Guatemalan imports and taking 45 
percent of Guatemalan exports in 1986. Other large trading partners 
include E] Salvador, Germany, Cost Rica, and Japan for exports, and 
Germany, Mexico, Japan and Venezuela for imports. 


Guatemalan imports include a broad range of industrial, 
agricultural, and consumer products. The most important imports in 
1986 were fuel and petroleum ($160 million), nonelectrical machinery 
($92 million), transport equ:pment ($77 million), paper products 
($51 million), and electrical machinery ($47 million). The most 
important imports form the United States were petroleum products, 
fertilizers, grains, synthetic resins, and motor vehicles. 
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About two-thirds of Guatemalan exports are agricultural products. 
Coffee ($522 million), bananas ($72 million), sugar ($51 million), 
cardamom ($46 million), and pharmaceuticals ($41 million) were the 
chief exports in 1986. The primary market for most Guatemalan 
manufactured goods are the other Central American countries. A 
smal] amount of petroleum, $27 million in 1986, is exported, 
primarily to the United States. The primary exports to the United 
States in 1986 were coffee, fruit, sugar, petroleum, vegetables, and 
textiles products. 


The preliminary estimates for the 1987 trade balance are unfavorable 
due to low coffee prices and increasing petroleum prices. The early 
projections of the Central Bank predicted a decline in exports to 
$987 million (-7 percent) and an increase in imports to $1,054 
million (+10 percent). However, thus far in 1987, exports to 
Central America have showed a strong 25 percent increase over 1986 
and nontraditional exports (primarily fruits and vegetables) have 
increased to the United States and other markets. If good export 
performance continues, trade may nearly balance in 1987. 


Guatemala's balance of payments has been seriously in deficit during 
most of the 1980's but showed a slight favorable surplus in 1986, 
primarily due to decrease imports. The current account was in 
deficit by approximately $31 million and the capital account in 
surplus by $71.7 million, resulting in a net surplus of $102.7 


million. Preliminary estimates indicate a small balance-of-payments 
deficit in 1987. 


By Latin American standards, Guatemala's external debt is modest, 
totaling about $2.6 billion, including the debt of the central 
government, Central Bank, and state enterprises. However, 
Guatemala's debt doubled between 1980 and 1985, and the terms of 
borrowing deteriorated. In 1983 and 1984, the government had 
difficulty servicing its debt and in lieu of payment issued about 
$470 million in “stabilization bonds", which will mature in 1988 and 
1989. The government is current on interest payments on the 
Stabilization bonds. The new democratic government has rescheduled 
other debts. Arrearages on debt reached about $100 million in 1985 
and remain approximately the same in 1987. A period of renewed 
economic growth--particularly growth in exports--will probably be 
necessary before arrearages can be significantly reduced. However, 
the government, since taking office in January 1986, has been 
responsible in its debt management and over time will likely clear 
up outstanding arrears. 





FISCAL POLICY 


In the 1980's, Guatemala's fiscal policy has traditionally been 
conservative, and characterized by declining revenue, fiscal 
deficits, and low, declining public sector investments. In real 
terms, government spending and revenues contracted during the 
1980s. Tax revenue dropped from 10 percent of GDP in 1980 to about 
6 percent in 1985. Government expenditure has dropped from 18 
percent of GDP to 10 percent of GDP during the same period. The 
decline in both government revenue and expenditure has put a severe 
squeeze on government investments for health, education, and 
infrastructure while at the same time preventing the elimination of 
a fiscal deficit. 


The new government adopted moderately expansive budgets for 1986 and 
1987, but it has been slow to implement new programs and 
expenditures. Consequently, the fiscal deficit has remained around 
2 percent of GDP during this period, somewhat reduced from a fiscal 
deficit of over 3 percent of GDP in 1983 and 1984. The principal 
source of new revenue promulgated in 1986 was an export tax assessed 
on exports on a sliding scale of between 4 and 40 percent--depending 
upon the export product and the world price for the commodity. 
Drawback industries are exempt from the export tax. Nontraditional 
exports, such as fruit and vegetables, are taxed at lower rates. 
However, the drop in coffee prices in late 1986 has reduced the 
revenue received from the export tax and the legislation approving 
the tax provides for its incremental phase out over a 3-year 

period. New tax measures will likely be proposed in 1987 to 
include: (1) an increase in the valued added tax from its present 7 
percent, (2) new regulations for assessing income and ~eal estate 
taxes to increase the yield of these taxes, and (3) an import tax on 
selected luxury imported goods. Overall, however, Guatemalan tax 
burden is relatively light, and government expenditures remain 
modest. 


IMPLICATIONS FOR U.S. BUSINESS 


Investment: Guatemala has traditionally welcomed foreign 
investment, and few legal impediments confront investors, although 
bureaucratic steps can be bothersome. The investor in Guatemala 
will enjoy relatively low labor costs. Tax incentives are given for 
industries located outside the capital city or producing for 
export. A free trade zone adjacent to Guatemala's principal port 
offers duty-free entry for raw materials. There are no legal 
restrictions on repatriation of profits, although the availability 
of foreign exchange was a problem in the past. No reliable 
estimates of total U.S. investment in Guatemala are available, but 
several hundred small to medium-sized firms have American capital. 
In 1987, the Overseas Private Investment Corporation (OPIC) rated 
Guatemala as a promising site for U.S. investment. 
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Two pieces of legislation currently being considered by the 
Guatemalan Congress could further stimulate foreign and domestic 
investment. The Export Promotion Law (Law 21-84) would be modified 
to add flexibility and more aggressive incentives. The Free Trade 
Zones legislation would also be modified to end the state monopoly 
in this area and open the door for private sector leadership in the 
creation and management of free trade zones throughout the national 
territory. Action on the new legislation is expected within the 
1987 calendar year. 


Caribbean Basin Initiative (CBI): Guatemala has been designated as 
a beneficiary under the CBI legislation of the United States. The 
CBI seeks to encourage economic revitalization and private sector 
opportunities, primarily throught duty-free access to the United 
States for most products produced in CBI countries. Guatemala has 
not yet become a major beneficiary of CBI opportunities, but with 
the improvement of investment conditions in Guatemala, there are 
good opportunities for expanded CBI-related investment. 

Particularly good prospects are for investments in fresh and frozen 
vegetables and fruits, shrimp, and light manufacturing, including 
textiles and drawback arrangements. Guatemala's conservative style 
explains in part its inability to be an early beneficiary of new 
initiatives. In the 1960's, the Central American Common Market was 
the most promising development for national growth and prosperity. 
Guatemalans reacted slowly at first, but years later led the 
regional market. There is reason to believe that a similar pattern 
is in the making in regard to the CBI. For the first time in 1987, 
Guatemala will export more products to nontraditional markets than 
to its partners in Central America. In 1987, nontraditional exports 
have grown by more than 30 percent in spite of exporter complaints 
about government interference, low commodity prices, and competition 
for new markets. The Nontraditional Exporters Association, formed 
in 1983 by 15 exporters, now has well over 400 affiliates. Drawback 
operations, mainly in the area of garment assembly, have more than 
doubled in the last two years. More and more Guatemalan business 
persons, once satisfied with regional trading, are traveling to the 
United States, Canada, Europe, and Asia in search of better 
alternatives. 


Exporting to Guatemala: The Guatemala market for imports has been 
stifled for several years, although the United States' share of the 
market is likely to increase in 1987--primarily because of a weaker 
dollar and more aggressive credit terms by U.S. suppliers. As the 
economy recovers, a long pent-up demand for capital goods and raw 
materials for agriculture and industry could see rapid increases in 
imports. The consumer goods market, depressed until 1986 due to the 
economic problems of the past few years, is already seeing better 
times. Best prospects for U.S. exports are agricultural and 
industrial chemicals, agricultural machinery, paper and petroleum 
products, and home and food products. 
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Importing from Guatemala: Guatemala's markets for its traditional 
exports (coffee, sugar, cotton, cardamom, meat, petroleum, and 
bananas) are well established and the long-term prospects for growth 
in these products is limited. The most dynamic new industries for 
export in Guatemala are in agriculture, producing a variety of 
vegetables and fruits for the United States and other markets. 


Exports of broccoli, cauliflower, live plants, melons, flower seeds, 
brussel sprouts, and fresh flowers to the United States totaled 
about $20 million in 1985. The textile industry is of interest to 
U.S. importers. A special program of guaranteed access levels for 
apparel produced in CBI countries from cloth 100 percent made and 
cut in the United States was announced in 1986. The potential of 
shrimp producticn for export is attracting interest. 


Hundreds of Guatemalan export firms and products are listed in the 
1987 directory published by the Non-Tradition Exporters 
Association. For a copy, write, phone or te’ex: 


GREMIAL DE EXPORTADORES 
Edificio Camara de Industria 
Nivel 9 
Ruta 6, 9-21, Zona 4 
Guatemala, Guatemala, C.A. 
Telephone: (502) (2) 61311 (5-digits) 
Telex: 3100 Grepxo-3U 


Tourism: Tourism is an industry of great potential for the 
prospective U.S. investor. Receipts from tourism in 1979 totaled 
over $200 million, but due to political and security difficulties, 
the industry declined thereafter to receipts of only about $56 
million in 1984. Tcurism is slowly reviving with some 290,000 
foreign visitors and receipts of $80 million in 1986. 


Further Information: 


Desk Officer for Guatemala, Rm H3314 American Chamber of 
International Trade Administration Commerce 

U.S. Department of Commerce Apartado Postal 832 
Washington, D.C. 20230 Guatemala City, Guatemala 
(202) 377-2527 (O11) (502) 2-31-2235 


US&FCS Commercial Attache Fundacion Para E] 

American Embassy Desarrolla de Guatemala 

APO Miami 34024 (FUNDESA) 

(O11) (502) 2-31-1541 Edificio Camara de 
Industria 

Embassy of Guatemala Apartado Postal 350A 

2220 R Street, NW Guatemala City, Guatemala 

Washington, D.C. 20008 (O11) (502) 2-31-8584 

(202) 745-4952 








